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SUBJECT: PRACTICAL ASSISTANCE FOR GSP 
REF: A) 75 STATE 289358 B) 75 STATE 302073 

1. AS PER INSTRUCTIONS IN REF A, CONGENOFFS ARE PARTICIPATING 
IN GSP SEMINARS FOR GOVERNMENT OFFICIALS AND BUSINESSMEN IN 
HONG KONG AND MACAO. THESE ARE BEING ARRANGED BY LOCAL GOVERN- 
MENTAL AND TRADE ORGANIZATIONS INCLUDING AMERICAN CHAMBER OF 
COMMERCE IN HONG KONG, HONG KONG DEPARTMENT OF COMMERCE AND 
INDUSTRY, HONG KONG GENERAL CHAMBER OF COMMERCE, FEDERATION 
OF HONG KONG INDUSTRIES, AND OTHERS. 

2. IN THE COURSE OF OUR DISCUSSIONS SO FAR THE ISSUE OF THE 

35 PERCENT DOMESTIC MATERIALS AND PROCESSING COSTS REQUIREMENT 
HAS ARISEN FREQUENTLY. IF POSSIBLE, WE WOULD APPRECIATE 
CLARIFICATION ON THE FOLLOWING POINTS. A) ARE SEPARATE 
TRANSACTIONS REQUIRED? FOR EXAMPLE, IF ONE COMPANY IMPORTS 
A PRECIOUS STONE IN RAW CONDITION AND CUTS AND POLISHES IT IN 
HONG KONG THEN SELLS IT TO A SECOND COMPANY WHICH SETS IT AND 
EXPORTS IT TO THE U.S. THE FULL COST OF THE CUT STONE IS 
APPLIED TO THE SECOND COMPANY'S 35 PERCENT AS IT WAS "SUB- 
STANTIALLY TRANSFORMED" IN HONG KONG (REF B). BUT WHAT IF THE 
SAME COMPANY IMPORTS THE STONE, CUTS, POLISHES, SETS AND EXPORTS 
IT? ARE THEY THEN ALLOWED TO APPLY ONLY THE DIRECT COSTS AND 
LABOR OF CUTTING, POLISHING, AND SETTING TOWARD THE 35 PERCENT? 

OR CAN THEY STILL INCLUDE THE FULL VALUE OF THE CUT BUT UNSET 
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B) IN THE CASE WHERE A MATERIAL USED IN PROCESSING IS 
IMPORTED EROM THE U.S., IS IT CONSIDERED FOREIGN MATERIAL, 

OR CAN IT BE APPLIED TOWARD THE 35 PERCENT? 

3. THESE QUESTIONS ARE OF PARTICULAR INTEREST IN HONG KONG 
BECAUSE IT IMPORTS VIRTUALLY ALL OF ITS RAW MATERIALS. THESE 
ARE PROCESSED TO A GREATER OR LESSER DEGREE AND THEN EXPORTED. 

IN MANY CASES (TOYS, JEWELRY, ETC.) THE COST OF LABOR IS 
NOT GREAT. THEREFORE, THERE IS GREAT INTEREST HERE IN DIS- 
COVERING HOW MUCH PROCESSING IS NECESSARY TO OBTAIN GSP 
BENEFITS AS WELL AS THE RELATED QUESTIONS RAISED ABOVE. 
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